Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen Zwecken und zum Privatgebrauch gespeichert und kopiert werden.
The views and interpretations in this document are those of the authors and should not be attributed to the Inter-American Development Bank, or to any individual acting on its behalf.
The Research Department (RES) produces the Latin American Economic Policies Newsletter, as well as working papers and books, on diverse economic issues.
To obtain a complete list of RES publications, and read or download them please visit our web site at: http://www.iadb.org/res
Introduction
In economies where informational asymmetries prevail many profitable projects can be rationed out of credit markets.
2 A common way of dealing with imperfect information in credit markets has been through direct intervention by governments in banking. In this paper, we tackle the empirical relationship between the ownership structure of banks and growth in a way that deals with potential econometric issues, namely omitted variables and reverse causality.
We explicitly identify the role of private and government owned banking in explaining industry growth. We test whether government-owned banking promotes growth by directing credit towards the industries that rely more on external finance and/or towards those industrial segments where informational asymmetries may be higher. We find that government-owned banks do not contribute to increasing the performance of industries that demand more credit, nor do they help promote growth of industries that lack collateral. In contrast, we find that private banks are more efficient in both tasks and have a significant impact on the growth rates of industries that have less collateral and are more dependent on external sources of finding.
Empirical Methods
Our empirical strategy is based on the assumption that the financial sector plays a growthpromoting role if it is able to direct financial resources towards the sectors that demand them most, and if it is able to identify profitable economic opportunities without having to rely exclusively on the availability of collateral. 3 The first claim is based on Rajan and Zingales (1998) , who show that more developed financial systems, as measured by the ratio of credit to the private sector to GDP, are able to provide cheaper funds to firms that require more external finance. 4 Our second claim is based on the presumption that more developed financial systems rely on more advanced screening technologies that allow them to direct credit towards sectors with relatively less assets to pledge as collateral. Economic sectors with less collateral are subject to deeper informational asymmetries relative to those that can pledge high volumes of
collateral. An efficient financial system must be able to identify profitable opportunities beyond 2 See Stiglitz and Weiss (1981) . 3 Collateral has been observed to serve as a mechanism to resolve informational asymmetries and reduce credit rationing (see Coco, 2001) . 4 Their main finding is that industries that are more dependent on external financing have relatively higher growth rates in countries where financial sectors are more developed.
collateral availability. We explore whether different providers of credit in the form of stateowned or private institutions make a difference.
5
The test we propose involves whether ownership structure of banks matters in terms of efficiency of credit allocation. For this purpose we decompose aggregate credit to the private sector into credit provided by state-owned and private banks, respectively. If the provision of credit by each type of bank is efficient, greater amounts of credit supplied by it should have positive impacts on the relative growth rate of those industries that require external finance more and that have higher shares of intangible assets.
When analyzing the impact of state-owned banking on growth, certain empirical challenges emerge. In particular, the question of endogeneity of the share of private banking appears as an issue. Regressions between economic performance and the share of public banking can be biased by omitted variable problems. To illustrate, think of a country where market imperfections are so large due to extremely limited property rights that private banking cannot
develop. In such a country only government-owned banking could emerge, but because of weak property rights the economy would not be able to grow.
6
In order to identify the requirements of external finance we use Rajan and Zingales' (1998) estimation based on the difference between investment and operating income for U.S.
firms, where capital markets are assumed to be frictionless. To identify the difficulty of pledging assets as collateral we use the share of intangible assets with respect to total assets developed by Claessens and Laeven (2002) .
We interact these variables with the share of credit coming from each type of provider in order to estimate the efficiency with which credit is provided. 7 Additionally, and in order to control for specific factors that can affect industry performance, we control for country and industry fixed effects. This way we address the omitted variable problem discussed above and 5 Note that we do not explore the impact of state-owned banking on private banking. Previous research (see La Porta, López-de-Silanes, and Shleifer, 2000) has done so and finds that countries with greater shares of government property in the financial sector have less developed financial systems. 6 See La Porta, López-de-Silanes, Vishy (1997 and . 7 By controlling for these specific factors the omitted variable problem is significantly reduced. Moreover, by estimating the interactive term we can fully identify the impact of credit market size as opposed to other correlated variables.
the possibility of reverse causality. 8 Specifically, We estimate the following empirical model using cross-industry-country data: (1) where the dependent variable is the growth rate of real value added of sector j in country i, share ij-1 is the share of industry j in country i of total value added in manufacturing at the beginning of the period, credit_private i is the ratio of credit to the private sector to GDP provided by privately owned institutions in country i, credit_gov_owned i is the ratio of credit to the private sector to GDP provided by publicly owned financial institutions, and x j is either the requirement of industry j for external funds or the share of intangible assets of industry j that is used to proxy difficulties in pledging collateral. Additionally we include µ i a country fixed effect, and λ j , an industry fixed effect. Finally, εij is the error term. Our test is on the α 2 and α 3 coefficients. That is on how credit from private banks and credit from government-owned banks affect the performance of firms separately. If there are no differences between governmentowned and private banks' efficiency in the provision of financial services these should be equal.
If the provision of state-owned financial services improves the performance of firms that require external funding the most or that have less collateral (relatively more intangible assets), α 3 should be larger than α 2  and significant.
Our sector value-added data comes from United Nations Statistical Division and covers 20 industries in 33 countries. The measure of financial sector development used in this paper is the standard ratio of credit to the private sector to GDP from the World Development Indicators of the World Bank. The measure of credit provided by government-owned institutions is based on La Porta, López-de-Silanes, and Shleifer (2000), who show the percentage of governmentowned assets in the 10 largest banks in each country in 1970. We multiply this share by the measure of total credit described above. Credit provided by privately owned institutions is the difference between the measure of total credit to GDP and the former. The following section shows our empirical results using this methodology and data.
8 See Rajan and Zingales (1998) for a discussion. credit markets, which apparently are better at identifying profit opportunities while looking beyond collateral availability. Finally, column 6 shows that both results remain when analyzed simultaneously. In summary, private banks appear to be much more efficient than their stateowned counterparts in the provision of financial services to manufacturing sectors that require external finance and to those that have less collateral. As a test of robustness we repeat the exercises above for a different sample period (in Table 2 ). The dependent variable in this case is computed for the 1970-1990 sample. Results are virtually the same, though slightly weaker for the intangibility measure. 10 From this perspective, state-owned banks are assumed to respond to political incentives rather than to economic ones. Private banks, on the other hand, seem to improve financing opportunities for firms that require them the most and have lower collateral, and in the process promote economic growth. Clearly we find no evidence in favor of the claim of supporters of state owned banking who suggest that it can be growth promoting since it allows the mobilization of savings towards strategic sectors that cannot access external funds. 
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Conclusions
Even if market distortions are in place, government intervention through public banking is not necessarily the best way to deal with them. Our empirical evidence suggests that state-owned banks do not promote the growth rates of manufacturing industries that rely on external sources of funding for their operation, nor do they promote the growth rates of manufacturing industries that, due to reduced access to collateral, face tighter financial constraints. On the contrary, the development of a private banking industry appears to have a significant effect on such types of industries.
10 For a discussion see Shleifer and Vishny (1994) . 11 Examples of this literature can be found in Lewis (1950) and Myrdal (1968) .
